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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Public  Health  Service 

42  CFR  Part  110 

Requirements  for  a  Health 
Maintenance  Organization 

AGENCY:  Public  Health  Service,  HHS. 
ACTION:  Final  regulations. 


summary:  These  regulations  amend  the 
requirements  for  the  operation  of 
federally  qualified  health  maintenance 
organizations  (HMOs)  regarding  the 
disclosure  of  information  by  HMOs  to 
members,  potential  members,  and 
employers.  These  amendments  are  made 
to  coordinate  the  requirements  of  the 
Employee  Retirement  Income  Security 
Act  of  1974  (ERISA)  and  Title  XIII  of  the 
Public  Health  Service  Act  (the  Act)  so 
as  to  avoid  any  duplicative  or  otherwise 
unnecessary  requirements  that  might 
result  from  the  interaction  of  these  laws. 
EFFECTIVE  date:  These  regulations  are 
effective  on  February  20, 1981. 

FOR  FURTHER  INFORMATION  CONTACT: 
Howard  R.  Veit,  Director,  Office  of 
Health  Maintenance  Organizations, 

Park  Building — 3rd  Floor,  12420 
Parklawn  Drive,  Rockville,  Maryland 
20857,  301/443-4106. 

SUPPLEMENTARY  INFORMATION:  On  June 
22, 1979,  a  Notice  of  Proposed 
Rulemaking  was  published  in  the 
Federal  Register  (44  FR  36864-5) 
proposing  to  amend  the  Department’s 
existing  rules  regarding  the  organization 
and  operation  of  federally  qualified 
HMOs.  That  document  proposed  to  add 
new  provisions  to  42  CFR  110.108(c) 
which  would  require  federally  qualified 
HMOs  to  disclose  clearly  (1)  certain 
information  similar  to  that  required  by 
the  Department  of  Labor’s  (DOL)  ERISA 
regulations,  29  CFR  Parts  2520,  2560,  and 
(2)  information  about  the  financial 
condition  of  the  HMO.  Specifically, 
proposed  §  110.108(c)(1)  required  a 
written  description  of  an  HMO’s 
benefits,  coverage,  procedures  for 
obtaining  benefits,  circumstances  under 
which  benefits  may  be  denied,  rates, 
grievance  procedures,  service  area, 
location,  hours  of  service,  and  general 
description  of  participating  providers. 

The  NPRM  also  proposed  to  amend 
§  110.108  by  adding  a  new  paragraph  (s) 
that  would  require  HMOs  to  provide 
each  employer  (or  designee  or  plan 
administrator)  offering  the  option  of 
enrolling  in  an  HMO  the  information 
which  is  necessary  to  satisfy  its 
reporting  and  disclosure  obligations 


under  ERISA  as  they  apply  to  those 
HMOs. 

The  Notice  invited  interested  persons 
to  submit  written  comments, 
suggestions,  or  objections  on  or  before 
August  21, 1979.  Nine  organizations 
submitted  timely  comments,  and  five 
comments  were  received  shortly  after 
the  end  of  the  comment  period.  All 
comments  were  considered  in 
developing  these  final  regulations. 

Those  comments  received  which  (1) 
related  to  matters  outside  the 
jurisdiction  of  the  Department  or  (2) 
requested  clarification  of  matters  that 
the  Secretary  has  determined  can  be 
explained  in  this  preamble  to  the  final 
regulations  were  not  incorporated  in  the 
final  regulations.  The  following  is  a 
summary  of  the  comments  received: 

Seven  commenters  requested  that 
qualified  HMOs  not  be  considered 
either  as  an  employee  benefit  plan  or  as 
a  benefit  under  the  employer’s  plan  for 
ERISA  purposes.  Because  this  matter 
falls  within  the  jurisdiction  of  DOL, 
which  administers  ERISA,  the  Secretary 
sent  copies  of  the  letters  containing 
comments  received  on  this  NPRM  to 
that  Department.  The  Secretary  notes 
that  DOL  has  responded  to  this  issue 
elsewhere  in  this  edition  of  the  Federal 
Register. 

Two  commenters  objected  to  the 
requirement  that  HMOs  disclose  rates. 
One  objected  to  the  required  disclosure 
of  grievance  procedures.  The  Secretary 
notes  that  these  requirements  have  been 
in  effect  since  October  18, 1974,  and 
HMOs  have  not  reported  any  difficulty 
in  complying  with  them;  therefore,  they 
have  not  been  changed  in  the  final 
regulation. 

One  commenter  questioned  what  was 
meant  by  “a  general  description  of 
providers”  in  the  proposed  regulation  at 
§  110.108(c)(1).  The  Department  has 
revised  the  regulation  to  specify  that  the 
type  of  information  which  must  be 
disclosed  about  the  providers  associated 
with  the  HMO  is  as  follows:  If  the  HMO 
provides  health  services  through  an 
individual  practice  association(s):  The 
number  of  member  physicians  by 
specialty,  and  a  listing  of  the  hospitals 
where  HMO  members  will  receive  basic 
and  supplemental  health  services:  if  the 
HMO  provides  health  services  other 
than  through  an  individual  practice 
association,  the  HMO  must  provide  for 
each  ambulatory  care  facility,  the 
facility’s  address,  days  and  hours  of 
operation,  the  number  of  physicians  by 
specialty,  and  a  listing  of  the  hospitals 
where  HMO  members  will  receive  basic 
and  supplemental  health  services. 

In  response  to  five  commenters 
requesting  clarification  as  to  what  an 
HMO  must  disclose  with  respect  to  its 


financial  condition  under  §  110.108(c), 
the  Secretary  has  revised  §  110.108(c)  to 
specify  that  the  HMO  must  provide  at 
least  the  following  most  recently  audited 
information  about  its  financial 
condition:  current  assets,  other  assets, 
total  assets;  current  liabilities,  long  term 
liabilities,  and  net  worth. 

Two  commenters  felt  the  disclosure  of 
eligibility  requirements  for  members 
was  burdensome.  The  Secretary  does 
not  agree  with  this  view.  While  an 
employer  ordinarily  determines  the 
eligibility  of  its  employees,  and  their 
dependents  for  health  benefits,  in  order 
for  the  subscriber  to  make  an  informed 
choice,  it  is  necessary  for  an  HMO  to 
disclose  any  restrictions  the  HMO  (as 
opposed  to  the  employer)  has  on 
eligibility  (e.g.,  maximum  age  for 
unmarried  dependents).  On  the  other 
hand,  one  commenter  felt  that  the  entire 
contract  for  benefits  should  be 
disclosed.  The  Secretary  believes  that  to 
require  this  would  be  burdensome  to  the 
HMO  (given  that  the  contract  would  be 
available  upon  request  to  the  plan 
administrator — see  the  explanatory 
statement  accompanying  the  DOL 
regulation  in  this  edition  of  the  Federal 
Register)  and  of  minimal  value  in 
explaining  the  coverage  to  be  provided 
by  the  HMO.  Therefore,  the  proposed 
regulation  has  not  been  changed  in  this 
regard. 

Two  commenters  suggested  that  State 
licensed  HMOs,  as  well  as  federally 
qualified  HMOs,  should  be  required  to 
follow  the  disclosure  provisions  of  this 
section  of  the  regulations.  The  Secretary 
cannot  accept  this  suggestion  because 
the  jurisdiction  of  the  Department  under 
Title  XIII  of  the  Act  and  these 
regulations  extends  only  to  federally 
qualified  HMOs. 

The  Assistant  Secretary  for  Health  of 
the  Department  of  Health  and  Human 
Services,  with  the  approval  of  the 
Secretary  of  Health  and  Human 
Services,  amends  42  CFR  110.108  as  set 
forth  below. 

(Sec.  215,  58  Stat.  980  (42  U.S.C.  218):  sec. 
1301-1318,  as  amended,  92  Stat.  2131-2141  (42 
U.S.C.  300e-300e-17)) 

Dated:  January  5, 1981. 

Julius  B.  Richmond, 

Assistant  Secretary  for  Health. 

Approved:  January  14, 1981. 

Patricia  Roberts  Harris, 

Secretary. 

Subpart  A— Requirements  for  a  Health 
Maintenance  Organization 

§  110.108  [Amended] 

1.  In  §  110.108,  paragraph  (c)  is  revised 
to  read  as  follows: 
***** 
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(c)(1)  Full  and  fair  disclosure.  Each 
HMO  shall  prepare  a  written  description 
of  the  items  listed  below.  This 
description  shall  be  written  so  that  it 
can  be  easily  understood  by  the  average 
person  who  might  enroll  in  the  HMO. 

The  description  of  benefits  and  coverage 
(items  in  paragraph  (c)(1)  (i)  and  (ii)  of 
this  section,  respectively,  below)  may  be 
in  general  terms  if  reference  is  made  to  a 
detailed  statement  of  benefits  and  , 
coverage  which  is  available  without  cost 
to  any  person  to  whom  the  opportunity 
for  enrollment  in  the  HMO  is  offered  or 
who  has  enrolled  in  the  HMO.  Upon 
request  made  directly  to  the  HMO  or  the 
plan  administrator  (as  that  term  is 
defined  under  the  Employee  Retirement 
Income  Security  Act  of  1974,  “ERISA”) 
of  a  health  benefits  plan  which  includes 
the  HMO  option,  the  HMO  shall  provide 
the  description  to  any  person  who  is  a 
participant  or  beneficiary  of  the  plan 
and  who  is  eligible  to  elect  the  HMO 
option.  The  items  to  be  included  in  the 
written  description  are  the  HMO’s:  • 

(1)  Benefits  (including  limitations  and 
exclusions); 

(ii)  Coverage  (including  a  statement  of 
conditions  on  eligibility  for  benefits); 

(iii)  Procedures  to  be  followed  in 
obtaining  benefits  and  a  description  of 
circumstances  under  which  benefits  may 
be  denied; 

(iv)  Rates; 

(v)  Grievance  procedures; 

(vi)  Service  area; 

(vii)  Participating  providers: 

(A)  If  the  HMO  provides  health 
services  through  an  individual  practice 
association(s),  the  HMO  shall  provide 
the  number  of  member  physicians  by 
specialty,  and  a  listing  of  the  hospitals 
where  HMO  members  will  receive  basic 
and  supplemental  health  services;  and 

(B)  If  the  HMO  provides  health 
services  other  than  through  an 
individual  practice  association,  the 
HMO  shall  provide  for  each  ambulatory 
care  facility,  the  facility’s  address,  days 
and  hours  of  operation,  and  the  number 
of  physicians  by  specialty,  and  a  listing 
of  the  hospitals  where  HMO  members 
will  receive  basic  and  supplemental 
health  services;  and 

(viii)  Financial  condition  to  include  at 
least  the  following  most  recently  audited 
information:  Current  assets,  other 
assets,  total  assets;  current  liabilities, 
long  term  liabilities;  and  net  worth. 

(2)  Broadly  representative  enrollment. 
After  providing  the  written  description 
referred  to  in  paragraph  (c)(1)  of  this 
section,  each  HMO  shall  offer 
enrollment  to  persons  who  are  broadly 
representative  of  the  various  age,  social, 
and  income  groups  within  its  service 
area.  In  the  case  of  an  HMO  which  has 
a  medically  underserved  population 


located  in  its  service  area,  not  more  than 
75  percent  of  the  HMO  members  may  be 
enrolled  from  the  medically  underserved 
population  unless  the  area  in  which  that 
population  resides  is  also  a  rural  area. 
***** 

§110.108  [Amended] 

2.  In  §  110.108,  a  new  paragraph  (s)  is 
added  as  follows: 

***** 

(s)  Reporting  and  Disclosure  under 
ERISA.  Each  HMO  shall  provide  each 
employer  or  designee  (as  those  terms 
are  defined  in  §  110.801  of  this  part)  or 
plan  administrator  (as  that  term  is 
defined  under  the  Employee  Retirement 
Income  Security  Act  of  1974,  “ERISA”) 
including  the  HMO  option  in  its 
employees’  health  benefits  plan,  upon 
request,  the  information  which  is 
necessary  to  satisfy  its  reporting  and 
disclosure  obligations  under  ERISA 
insofar  as  that  HMO  is  involved. 

[FR  Doc.  81-2099  Filed  1-19-81;  8:45  am] 
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